In this paper we examine for the first time the role of agents in private-market financings. We show that private financings with agent involvement are larger, attract a greater number of investors, and investors that are of higher quality. We also find that the investor base and proceeds raised in financings is geographically broader when an agent is involved. The economic and statistical significance of our results are strongest when more reputable agents are involved in private financings. We further examine whether agents are compensated for the superior service they provide to issuers. We find that the most reputable agents earn significantly higher compensation through higher fees. Overall, we find strong support for the certification and networking hypotheses in the private market. Our findings indicate that agents have a much more pronounced impact in private financings than public financings.
Introduction
Private firms need access to capital from outside investors in order to develop. However, capital for such firms is often quite scarce. The private market provides the primary source of capital for developing firms, but it is subject to a high degree of information asymmetry.
Therefore, low quality firms are overrepresented in this market, and thus there is an important role for reputable intermediaries to facilitate private finance (Dai, 2007; Dai et al., 2010; Masulis et al., 2010; Nahata, 2008) . To allow these firms the ability to grow to a point where they may be able to access the public equity markets, securities regulators allow such firms to raise equity capital from outside investors provided these investors are eligible to use one of the prescribed securities market exemptions. This exempt market has been documented to be quite large, and as noted in Robinson and Cottrell (2005) is an order of magnitude larger than the public equity market for developing firms.
It is well established in the literature that a firm can signal its superior quality in the private equity market by attracting financing from a venture capitalist (VC) and agreeing to contractual obligations that serve as a bonding mechanism (e.g., Barry, Muscarella, Peavy and Vesuypens, 1990; Megginson and Weiss, 1991; Brav and Gompers, 1997) . However, only a small fraction of developing firms is able to attract this VC attention. Therefore, in the absence of VC involvement private firms require an alternative signaling mechanism to convey to investors that they are a high quality issuer.
One alternative is for private firms to engage the services of an agent. Several papers in the public equity offerings literature show that certification by an agent helps to reduce costly information asymmetry (e.g., Booth and Smith, 1986; Beatty and Ritter, 1986; Eckbo and Masulis, 1992; Chaplinsky and Haushalter, 2010) . Moreover, an agent helps to develop a firm's network of investors. The certification and networking functions of agents has also been documented in the private placement literature by publicly listed firms (e.g., Huang, Shangguan and Zhang, 2008; Dai, Jo and Schatzberg, 2010) . However, to the best of our knowledge, no study has examined the role of agents in the private financing market. Using unique data from the Alberta Securities Commission (ASC) in Canada, this study shows that agents exhibit significant involvement in the private financing market, providing an important certification and networking role, and one which is much more pronounced relative to that for agents in public financings. We examine data from the ASC in Canada for the following reasons: (1) the details in the data are superior to that available in other jurisdictions (private information is typically not available in other jurisdictions 3 ), and (2) the data comprise information from investors that extend well beyond the borders of Alberta (more than 50% of the issuers are from outside Alberta 4 ) such that it is not merely an "Alberta -only" study. Perhaps more interestingly, many of the agents in the private market are well-known agents in the Canadian, U.S. and international public markets, suggesting that agents build relationships with firms earlier than what has been documented in the literature. In return, these agents earn significant profits through agent fees.
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The ASC data consists of exempt market filings over the four month time period from April to July 2006. The proceeds raised in the Canadian exempt market is quite large, exceeding 1 To be clear, "private financing market" and "private financings" refer to private placements by private firms in this paper; not to be confused with private placements by public firms. 2 Gompers and Lerner (1999) is an exception for the case of agents setting up venture capital limited partnership agreements. Our context is rather different as we focus on financing private companies and not the establishment of limited partnership funds. This difference is important because in our context we can directly compare the significance of agents in public versus private financings. 3 For example, in our discussions with the Federal Reserve in Atlanta about this research, we were informed that such data are not available in the U.S. 4 We restrict our analyses to Canadian firms only since U.S. firms in the population from the ASC involved incomplete information for investors. The U.S. subset of our data comprises only a fraction of the population, and as such this exclusion is not material to our analyses. 5 It is worthwhile to note that these fees can be quite significant. For example, Goldman Sachs reportedly took a 4% placement fee and 5% of the investment's profits in the $500 million financing Facebook Inc. raised through Goldman Sachs (The Wall Street Journal, "Friending Private Capital", January 5, 2011); and Groupon Inc. plans to pay a $75 million finder's fee to Allen and Co. in the $950 million financing Groupon Inc. raised through Allen and Co. (AP Associated Press, "Groupon Raises $950M to Expand, Reward Investors" by Michael Liedtke, January 10, 2011).
$5 billion during the sample period, and includes financings by both reporting issuers ("public" firms) and non-reporting issuers ("private" firms). This paper restricts the analysis to 226 financings by 136 private firms and the 5,407 investors that participated in these financings for which complete purchaser information is available. These financings raised $1.4 billion in total proceeds.
Out of the 226 financings, 78 involve one or more agents. An agent is not required to be registered with a securities regulator in Canada so that there exists a distinction between the quality of agents. We identify an agent that is not registered with a securities regulator as a nonbrokered agent and agents that are registered with a securities regulator as a brokered agent. 6 We further split brokered agents into those that are large and active in the public markets, and further, whether these brokered agents appear in the top ten of active agents in the public market.
Following Aggarwal, Prabhala and Puri (2002) , we designate these top ten agents as the most reputable.
The empirical results of this paper are summarized as follows. First, we find that agent involvement in financings helps firms to raise larger proceeds, and this effect is stronger for more reputable agents. We further show that when a greater number of agents are involved in the financing, issuers also raise higher proceeds. Second, we show that when an agent is involved, a greater number of investors participate in the financing, consistent with the networking function of agents. This effect is also stronger for more reputable agents. We also find that a greater number of agents involved in the financing leads to greater investor participation. Third, we examine the types of investors that agents attract to the financing. Identifying institutional investors as higher quality than individual investors, and furthermore, institutional investors that are sophisticated or accredited as being of even higher quality, we show that reputable agents attract higher quality investors than less reputable agents. In addition, agent involvement leads to a greater percentage of investors and proceeds from outside an issuing firm's home jurisdiction, indicating that agents are able to attract a geographically broader investor base. Finally, we examine whether agents are being compensated for the services they provide to issuers. We find that agent fees are higher for more reputable agents, consistent with the higher quality service more reputable agents provide. 6 In the private marketplace a brokered agent is an investment bank. We use the term brokered agent in this paper to remain consistent with the terminology used in the private market.
Our results are robust to various empirical methodologies. In addition to univariate tests and multivariate regressions, we control for a possible self-selection bias -that certain types of firms are associated with agent involvement -by running each of our tests on a sub-sample of issuers that completed financings both with and without agent involvement within the sample period. We find that these sub-sample results are consistent with our full-sample results.
To highlight the role of agents in private financings, we compare our data to the data in Dai et al. (2010) . We find that the benefit (in terms of funds raised) of reputable agents in the private market relative to the public market is 805% larger in terms of medians and 919% larger in terms of means. Our data highlight the central role of agents in private financings where there are pronounced information asymmetries relative to public financings. We note as well that reputable agents charge a higher percentage fee in private financings (by approximately 3%), whereas in public financings Dai et al. (2010) show reputable agents charge a lower percentage fee (albeit still charge higher total fees).
Overall, the results suggest that agents provide a strong certification and networking benefit to private firms raising financing. This clearly has important implications for the development of private firms. Thus, this paper makes several contributions to the literature. First, we show that agents are actively involved in the private financing market. No paper up to this point has documented the presence of agents in the private market. Moreover, many of the agents in the private market are large players in the Canadian, U.S. and international public markets, which suggests that agents are forming relationships with firms much earlier than what the literature has documented. Second, we show that agents provide a net benefit to private firms by employing new measures that have not been examined in the prior literature. These include the location of investors and capital being invested in private firms relative to the issuer's home jurisdiction, and the quality of investors participating in financings. Lastly, we are the first paper to examine agent fees in the private financing market.
The remainder of the paper is structured as follows. Section 2 provides a literature review and develops our hypotheses. Section 3 describes our sample and provides descriptive statistics.
Section 4 provides a multivariate analysis, and conclusions are drawn in Section 5.
Literature Review and Hypothesis Development
Investment opportunities in the private market are characterized by an extremely high degree of information asymmetry. As discussed by Sood (2003) , adverse selection costs exist in the private market because entrepreneurs possess more information about their firm, its negative dimensions, and its expected future success than potential outside investors. The consequence of these adverse selection costs is that poor quality firms are overrepresented in the private marketplace, inhibiting some good quality private companies from raising financing.
In the presence of such information asymmetry, private firms can signal their quality by attracting the attention of a venture capitalist (VC) and by agreeing to bonding and monitoring mechanisms developed by that VC. However, VCs are extremely selective with respect to their choice of investee firms, and thus for the majority of private firms, attaining VC backing is highly unlikely. Therefore, in the absence of attracting a formal investor such as a VC, private firms require an alternative signaling mechanism to convey their quality to investors.
One alternative signaling mechanism is for private firms to engage the services of an agent. In the public equity markets, Booth and Smith (1986) , Beatty and Ritter (1986) and Eckbo and Masulis (1992) show that underwriters have some ability and incentive to evaluate the extent to which the issuer's stock may be overpriced, and to avoid selling overpriced shares to the public. Moreover, Carter, Dark and Singh (1988) find that IPOs underwritten by more reputable underwriters have lower initial underpricing due to a stronger certification effect. Dong, Michel and Pandes (2010) find that higher underwriter quality as measured by underwriter reputation and a greater number of managing underwriters leads to better long-run IPO performance.
Recently, Dai et al. (2010) examine the pricing by placement agents of private investments in public equities (PIPEs) and find that agent reputation is positively associated with larger offers, lower discounts, and an enhanced post-PIPE trading environment. Also using a sample of private investments in public equity (PIPEs), Huang, Shangguan and Zhang (2008) examine investment banks' networking function in capital markets and find that investment banks, especially those with larger investor networks, help issuers attract investors.
The above evidence from the public equity markets demonstrates that agents play two main functions for the firms they assist in raising capital: the agent provides a certification benefit, and the agent increases the network of investors in the financings. The high level of information asymmetry in the private financing market suggests that agents should also provide quality certification to private firms raising financing. However, to the best of our knowledge no study has first documented the presence of agents in the private financing market, and second, the role that agents play in the private financing market. Therefore, in this paper we test several hypotheses (see below) to glean further insight into the role of agents in the private market.
In the private market there is no requirement for a firm to use an agent. Therefore, a firm that has employed the services of an agent has made an explicit decision to do so. Agents are not required to be registered with a securities regulator in Canada, so in the context of our tests we note that there exists a distinction in the quality of agents. We first examine whether agents can help increase the amount of capital a firm can raise. Therefore, our first hypothesis is as follows:
H1a: Agent involvement will help firms raise larger proceeds than firms with no agent involvement.
H1b: More reputable agent involvement will help firms raise larger proceeds than less reputable agent involvement.
Several papers in the IPO and SEO literature have also used the number of agents as a measure of marketing, certification, and information production. For example, Huang and Zhang (2009) use the number of managing underwriters as a proxy for marketing activity in their study of the price discount of seasoned equity offerings (SEOs). Corwin and Schultz (2005) find that the number of managing underwriters is positively related to aftermarket analyst coverage and that offer prices are more likely to be revised and increase in response to information when there are many syndicate members, especially when there are many co-managers. Finally, Bradley, Jordan and Ritter (2008) show that the number of brokers following an IPO is positively related to underwriter reputation, and Dong et al. (2010) document better long-run IPO performance for IPOs with a greater number of managing underwriters. Therefore, using the number of agents as an additional proxy leads to the following hypothesis:
H1c: A greater number of agents will help firms raise larger proceeds.
As noted above, Huang et al. (2008) show that investment banks help attract investors, and the stronger the placement agent's networking abilities then the more likely for investors to participate in financings, and a greater number of investors are found to participate in the financings. The networking effect should be stronger for more reputable agents and when a greater number of agents are involved in a financing. Thus, everything else being equal, we have: The networking effect implies that agents should attract a greater number of investors to a financing, and the certification effect implies that agents should certify the quality of the financings. Therefore, the intersection of these two effects speaks to the quality of the investors in financings. To test this, we have:
H3a: Agent involvement should help firms attract higher quality investors.
H3b: More reputable agents should help attract higher quality investors than less reputable agents.
The existing literature has documented mixed results on the relationship between underwriter reputation and fees in the public market. Theoretical papers, such as Carter and Manaster (1990) , Chemmanur and Fulghieri (1994) and Fernando, Gatchev, and Spindt (2005) suggest that higher quality issuers would match with higher reputation underwriters, implying a negative relationship between reputation and underwriting fees. However, the empirical evidence examining the relationship between underwriter reputation and fees has been mixed. Fang (2005) finds that more reputable underwriters provide higher-quality services and command a fee premium in the corporate bond market. On the other hand, Livingston and Miller (2000) document that higher prestige underwriters charge significantly lower underwriting fees for a sample of non-convertible industrial debt issues in the period 1990−1997. Chen and Ritter (2000) and Hansen (2001) study fees in the IPO market and find that fees strongly cluster at 7%, especially in the 1990s. In the SEO market, Kim, Palia and Saunders (2008) and Lee and Masulis (2006) document a negative relationship between underwriter reputation and fees.
Studies have also examined fees in the PIPE market. Dai, Jo and Schatzberg (2010) find that issuers pay a higher dollar fee to more reputable agents, although more reputable agents charge a lower percentage fee. Huang, Shangguan and Zhang (2008) find that issuers pay higher fees to hire investment banks with larger investor networks. We extend this literature by examining how fees are associated with the reputation of placement agents in the private market.
We have two competing hypotheses: Only financings where complete purchaser information is available are examined in this study, yielding a total of 226 financings involving 136 firms, and 5,407 investors that participated in these financings. The financings include 148 from Alberta-based firms and 78 from firms in other Canadian provinces. Therefore, the results of this study are representative of the entire Canadian exempt marketplace, and to other jurisdictions with a similar regulatory structure. The exemption reports are paper-based and include information at the firm level, including the name, location and contact information of the issuing firm, and also the industry in which the firm operates. Also included is information at the investor level, including the name of the investor, the jurisdiction where the investor resides, the number of securities purchased, the price of the security, the total amount purchased by the investor, and the exemption that the investor relies upon. For financings where an agent is involved, the report details the names of the agents, their compensation (in cash and/or securities) and the exemption the agent relies upon if securities are received. In addition, the nature of the security is classified as being either an equity offering (either a common share offering or a flow-through share offering) or a debt offering, and in either case information is also available on whether warrants are attached to the financing.
This study involved hand collecting the abovementioned information for all 226 financings, along with detailed investor information for the 5,407 distinct investors that participated in the financings. For privacy reasons, the identity of the investors is not retained, but we identify investors as being either an individual or institution, and we document the exemption that investors rely upon.
Our sample of private firms raised a non-trivial $1.4 billion in proceeds during our four month period of study. In Table 1 we segment the financings by the issuer's industry. Panel A indicates that energy issuers are important in the Alberta private marketplace, making up 46.9% of the financings, but a significant number of financings by technology, industrial and mining firms also exist. In terms of total proceeds, however, energy firms represent 95.4% of the sample.
This suggests that issuing firms in the energy industry raise very large amounts of capital, which is consistent with their large capital expenditure requirements.
In Panels B and C of Table 1 we segment the financings by agent involvement. Similar to Panel A, we find that financings by energy firms represent the largest percent within the subsamples. Specifically, when no agent is involved (Panel B), financings by energy firms represent 38.5% of the sample, and when an agent is involved (Panel C), financings by energy firms represent 62.8% of the sample. We note that across all industries, the number of financings with no agent involvement is larger -148 financings when no agent is involved compared to 78 when one or more agents are involved. We find that although there are a greater number of financings when no agent is involved, the total proceeds raised by issuing firms is substantially less than when an agent is involved. In particular, agents helped raise $1.2 billion of the $1.4 billion in total proceeds for the full sample, while issuing firms with no agent involvement raised only $225.68 million. Upon closer examination, we find this difference to be mainly driven by the energy industry. This says that agents provide much better access to large amounts of capital for firms raising financing, and especially those in the energy sector. In the multivariate regressions in Section 4, we will control for industry effects. Table 2 reports descriptive statistics for the financings. Total proceeds are $6.39 million in mean and $0.29 million in median for the full sample, indicating a high degree of positive skewness. The mean and median proceeds are $15.6 million and $1.6 million, respectively, when an agent is involved, and the mean and median proceeds are $1.5 million and $0.2 million, respectively, when no agent is involved. These differences are statistically significant in both mean and median, providing support for Hypothesis H1a that agents help issuers raiser larger proceeds. In Figure 1 we present a histogram of financings segmented by size and agent involvement. The figure indicates that agent support is provided for financings where total proceeds are less than $50,000, and no agents are involved in financings where total proceeds are greater than $10,000,000. This says that agent involvement is not simply a large firm effect, and that agents also provide service to smaller issuers.
Descriptive statistics of issuer financings
The average number of investors in the full sample is 24 and the median number of investors in the full sample is 7. When we segment the financings into those where an agent is involved and those where no agent is involved, we find significant differences. Specifically, the average number of investors when an agent is involved is 41, compared to an average number of investors of 15 when no agent is involved. These differences are also found in medians, where the median number of investors is 26 when an agent is involved, and only 5 when no agent is involved. This says that agents help issuing firms attract a greater number of investors, consistent with Hypothesis H2a.
The percentage of investors from outside the issuer's home jurisdiction is 40.3% for the full sample; however, we find that there is a larger percentage of investors from outside the issuer's home jurisdiction when an agent is involved. In particular, the mean percentage of investors outside the issuer's home jurisdiction when an agent is involved is 46.2%, which is significantly larger than the 37.3% when no agent is involved. Similarly, we find that the median percentage of investors outside the issuer's home jurisdiction is 45.4% when an agent is involved and 21.4% when no agent is involved. We also examine the percentage of proceeds raised outside the issuer's home jurisdiction. For the full sample, 43.2% of the proceeds are raised outside the issuer's home jurisdiction. We further find that 51.3% of the proceeds are raised outside the issuer's home jurisdiction when an agent is involved, significantly higher than the 39.0% when no agent is involved. The differences in median are even greater, although not statistically significant. The median percentage of proceeds raised outside the issuer's home jurisdiction is 49.6% when an agent is involved, compared to 20.3% when no agent is involved.
These results suggest that agents expand the issuer's network of investors into other jurisdictions, consistent with the networking hypothesis. Agents are more involved with flow-through share offerings and for financings in which warrants are attached, and less involved in debt offerings, consistent with the idea that debt is less sensitive to information asymmetry.
We also examine the number of agents in the financings. When an agent is involved there are on average 1.7 agents, and 1.0 agent in median. Furthermore, agents receive compensation in two possible forms: cash or securities. Of the 78 total agent supported financings, 62 financings involve compensation in the form of cash only, eight involve compensation in the form of shares only, and the remaining eight involve compensation in both cash and shares. The mean total compensation (cash and/or securities) is 7.40% of the total proceeds and the median is 5.88%. As a comparison, the average fee in the Canadian public equity markets is about 5.0% (Pandes, 2010) . This is consistent with the idea that agents require higher fees in markets where information asymmetry is higher. In 21.79% of the financings, warrants on the issuer's common shares are also included as a portion of the compensation. Although the fee for the majority of the financings is about 6%; remarkably, in several of the financings agents charge a fee greater than 10%. This suggests that the private marketplace provides agents with significant revenues. In studying the effect of agent involvement in the private marketplace, it is important to distinguish between different quality agents. In this market, an agent is not required to be registered with a securities regulator (these are known as non-brokered financings). Many of the financings, however, do involve a registered investment dealer (these are known as brokered financings). Table 3 presents descriptive statistics comparing the characteristics of non-brokered and brokered financings. We find that brokered financings are significantly larger, with total proceeds of $25.6 million in mean and $5.0 million in median, compared to a mean of $0.51 million and a median of $0.14 million for non-brokered financings. These differences are statistically significant both in mean and median, and are consistent with Hypothesis H1b that more reputable agents help issuers raise larger proceeds.
Moreover, we find that brokered financings attract a significantly greater number of investors in financings, consistent with Hypothesis H2b. In particular, the number of investors is 60.8 in mean and 44.0 in median for brokered financings, and 11.1 in mean and 7.0 in median for non-brokered financings. We do not find a significant difference in the percentage of investors from outside the issuer's home jurisdiction for brokered financings (47.7% in mean and 42.3% in median) compared to non-brokered financings (45.5% in mean and 50.0% in median). However, we find weak evidence that brokered agents can attract a greater percentage of proceeds from outside the issuer's home jurisdiction. The mean percentage of proceeds from outside the issuer's home jurisdiction is 54.6% for brokered financings, compared to 46.3% for non-brokered financings, and this difference is statistically significant. Although this difference is larger in median, with 56.0% of the proceeds coming from outside the issuer's home jurisdiction for brokered financings, compared to only 38.1% for non-brokered financings, this difference is not statistically significant.
In addition, brokered financings are more likely to involve flow-through shares and debt offerings and less likely to have warrants attached (possibly a signal that they are of higher quality). Table 3 also reports that the number of agents involved in brokered financings (1.7 in mean and 1.0 in median) is about the same as the number of agents in non-brokered financings (1.8 in mean and 1.0 in median). Finally, the compensation for non-brokered agents (9.5% in mean and 8.0% in median) is larger than for brokered agents (6.1% in mean and 5.7% in median), but these differences are not statistically significant. 8 We note that in 35.5% of nonbrokered financings, a portion of the agent's compensation is received in the form of the issuer's securities, while for brokered financings this percentage is much lower at 10.6%. Moreover, nonbrokered agents receive warrants in addition to cash and securities in only 16.1% of the financings, compared to a much higher 25.5% for brokered financings.
We further segment brokered agents by reputation. Following Megginson and Weiss (1991) and Aggarwal, Prabhala and Puri (2002) , our reputation measure is based on the league tables in the public market, which ranks agents by their market share. We define three categories of agent reputation: agents that are not listed in the league tables of financings in the public market (Off_Lg); agents that are listed in the league tables but not in the top ten (Bottom); and agents that are listed in the top ten of the league tables (Top). Since we are interested in determining whether the most reputable brokered agents provide greater benefits to issuers in this study, the descriptive statistics will combine Off_Lg and Bottom into one category: Not_Top.
However, for completeness we do provide a distinction between being listed in the league tables or off the league tables in the multivariate regressions in Section 4.
The descriptive statistics segmented by agent reputation are presented in Table 4 . We find significant differences between Top and Not_Top. Specifically, financings supported by the top ten investment dealers have total proceeds of $95.9 million in mean and $20.0 million in median, compared to $11.2 million in mean and $4.2 million in median for the remaining brokers. This supports Hypothesis H1b that more reputable agents are able to raise larger proceeds. Also, the mean and median number of investors is 94.9 and 79.5, respectively, for Top, compared to a mean and median number of investors of 53.8 and 40.0, respectively, for Not_Top. These differences provide support for Hypothesis H2b that more reputable agents are able to attract a greater number of investors.
It is worthwhile to note that these statistics highlight the importance of reputable intermediaries in the context of private financings relative to public financings. Dai et al. (2010 Table III, p.592) show that in the context of public financings, reputable agents on average raise $24.8 million (median $17.5 million) while non-reputable agents raise $16.9 million (median $9.6 million). In terms of the percentage differences, in public financings reputable agents on average (median) raise 46.7% (82.3%) more than non-reputable agents. Our data, by contrast, show that for private financings reputable agents on average (median) raise 756.3% (376.2%) more than non-reputable agents.
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That is, the benefit of reputable agents in the private market is 805% larger in terms of medians and 919% larger in terms of means. The best explanation for these large differences is the fact that private financings exhibit pronounced information asymmetries relative to public financings. Hence, the data indicate that reputable agents have a central role in facilitating successful private financings. We control for other things being equal such as industry effects in our multivariate analyses below.
We also find differences in the percentage of investors and the percentage of capital from outside the issuer's home jurisdiction based on agent reputation. The mean percent of investors and proceeds from outside the issuer's home jurisdiction for the top brokers is 64.1% and 62.4%, respectively, compared to a mean percent of investors and proceeds from outside the issuer's home jurisdiction of 43.2% and 52.9%, respectively, for Not_Top. These differences also hold in median. Taken together, our univariate results suggest that reputable agents in the private market provide significant value to private firms seeking financing.
In Table 4 we also examine the compensation received by the most reputable agents, and find that more reputable agents charge higher fees. The average fee for Top is 8.1%, compared to an average fee of 5.6% for Not_Top, and this difference is statistically significant. Therefore, reputable agents are being compensated for the superior service they provide to issuers in private financings. By contrast, note that in public financings Dai et al. (2010) show that reputable agents charge a lower percentage fee (albeit they obtain higher total fees given the extra capital raised). Table 5 presents a correlation matrix of the key dependent and independent variables used in this study. We find a significant positive relationship between Ln(Proc) and Num_Inv, indicating that a greater number of investors involved in financings leads to higher proceeds. The correlation between Non_Brk and Ln(Proc) is significantly negative, implying that non-brokered agents raise significantly less in proceeds. This could be due to non-brokered agents being involved with lower quality financings. We also find a significant positive relationship between brokered agent involvement and Ln(Proc), consistent with Hypothesis H1a and H1b. Increased agent involvement is also related to higher proceeds, providing support for Hypothesis H1c.
There is a positive relationship between the number of investors, Num_Inv, and the reputation of agents. In particular, agents that appear in the league tables either in the top ten or below the top ten are associated with a greater number of investors, consistent with Hypothesis H2a and H2b. Moreover, a greater number of agents is associated with a larger number of investors, consistent with Hypothesis H2c. There is some evidence that higher quality agents that appear in the league tables are able to attract a larger percentage of proceeds from outside the issuer's home jurisdiction, providing partial support for Hypothesis H3b. Finally, multicollinearity between independent variables (to be defined in the multivariate analysis below) does not appear to be a problem.
Descriptive statistics of investors in the private marketplace
The ASC exemption reports allow us to examine the different types of investors in the private marketplace. The reports reveal the name of each investor, the amount of capital invested by each investor, and the exemption that investors rely upon. Using the method of Robinson and Cottrell (2005, 2007) Focusing on Panel A of Table 6 , we find that for financings where there is no agent involvement, 87.0% of the investors are individual investors, with 27.2% having an existing relationship with the issuing firm. Interestingly, when non-brokered agents are involved in the financings, the percent of individual investors is slightly higher, at 88.6%. In addition, the percentage of the least sophisticated investors (the Offering Memorandum investors) rises to 31.2% of the total. This suggests that non-brokered agents largely attract a greater percentage of lower quality individual investors rather than institutional investors.
Further insight is provided when we consider the sample of brokered agents. In particular, we find that for the sample of brokered agents that are not in the top ten in the league tables (Not_Top), the percent of individual investors compared to institutional investors drops significantly from 87.0% when no agent is involved to 76.9% when brokers not in the top ten are involved. For the sample of top ten agents, we find the percent of individual investors to be even less, at 61.6%. Taken together, these results suggest that more reputable agents provide access to a greater number of institutional investors.
We are also interested in the dollar amount provided by each type of investor. Therefore, in Panel B of Table 6 we consider the percent of proceeds provided by individual versus institutional investors segmented by agent involvement and the reputation of the agents. We find the results to be even more striking. When there is no agent involvement in the financing, 38.3% of the proceeds is provided by individual investors, and when non-brokered agents are involved 55.2% of the proceeds is provided by individual investors. Thus, similar to Panel A, nonbrokered agents do not appear to be attracting a greater amount of institutional capital compared to no agent involvement. We gain further insight when we examine the two groups of brokered agents, Not_Top and Top. Although we find that Not_Top attracts 35.8% of the proceeds from individual investors, only slightly less than when no agent is involved, we find that Top attracts a mere 2.7% of proceeds from individual investors, implying that the top ten agents attract 97.4% of the proceeds from institutional investors. Therefore, agents in the top ten of the league tables provide the best access to a larger number of institutional investors and greater proceeds from institutional investors.
We also examine the type of investor more specifically in Panels A and B of Table 6 The results in Panel B of Table 6 are even more telling, where we examine the percentage of total proceeds provided by each type of investor. Among the individual investors, the top ten agents attract only 2.4% of the capital from Accredited or Sophisticated investors, compared to 29.2% when no agent is involved. However, among institutional investors, the top ten agents attract a remarkable 97.2% of the proceeds from Accredited or Sophisticated investors, compared to 53.3% when there is no agent involvement.
Overall, these results provide support for Hypothesis 3a and 3b that agent involvement and more reputable agent involvement attract the highest quality investors and the greatest dollar amount from the highest quality investors.
In unreported tests, we conduct a Chi-squared test on the differences in the distributions of the percentage of the number of investors and the percentage of the dollar amount of proceeds by exemption type and by agent involvement. We find statistically significant differences at the 1% level between the different types of investors for each type of agent. This suggests that an issuer's choice of agent or its ability to attract a given type of agent to assist with its financing has significant implications on the firm's ability to expand its investor base and to raise capital.
Multivariate Analysis

The determination of total proceeds
In this section we test H1 and H2 in a multivariate framework to determine whether issuers associated with agents are able to raise larger proceeds (H1a) and whether issuers associated with more reputable agents are able to raise larger proceeds (H1b). Furthermore, since it has been shown that larger underwriting syndicates are positively associated with marketing, certification and information production (see Huang and Zhang, 2009; Bradley, Jordan and Ritter, 2008; Corwin and Schultz, 2005) , we also test whether a greater number of agents help firms raise larger proceeds (H1c). Table 7 presents OLS regression results where the dependent variable is Ln(Proc), defined as the natural logarithm of total proceeds in thousands of dollars. The independent variables of interest are defined as follows. Non_Brk is a dummy variable equal to one if the agent involved in the financing is not a registered broker, and zero otherwise. Off_Lg is a dummy variable equal to one if the agent involved in the financing is a registered broker that does not appear in the league tables of financings in the public market, and zero otherwise. On_Lg is a dummy variable equal to one if the agent involved in the financing is a registered broker that appears in the league tables of financings in the public market, and zero otherwise. Not_Top is a dummy variable equal to one if the agent involved in the financing is a registered broker that does not appear in the top ten in the league tables of financings in the public market, and zero otherwise (this includes financings supported by both Off_Lg and Bottom agents). Top is a dummy variable equal to one if the agent involved in the financing is a registered broker that appears in the top ten in the league tables of financings in the public market, and zero otherwise.
Ln(1+Agt) is the natural logarithm of one plus the number of agents involved in the financing.
Our sample also includes financings other than equity. We include dummy variables for each of these types of financing: debt offerings (Debt), flow through share offerings (Flwth), and financings which have warrants attached (Warnt). In addition, we control for industry and time dummies.
In Model 1 of Table 7 we find a statistically significant negative coefficient on Non_Brk, which says that non-brokered agent supported financings raise less in proceeds than financings with no agent involvement. This could be due to non-brokered agents attracting less sophisticated investors, as documented in Table 6 . However, with respect to brokered agent financings, we find that both Off_Lg and On_Lg are positive and highly significant. This says that when a registered agent is involved in the financing, the firm raises significantly more capital, consistent with H1b. Interestingly, the coefficient is larger for firms that are not in the league tables from the public market. This could be due to the fact that there are specialized regional or large non-Canadian brokerage firms, or that we may not be disentangling the reputation effect. The remaining variables are generally insignificant, with the exception of the Energy dummy variable, which has a positive and highly significant coefficient. This says that energy firms raise large amounts of capital, consistent with the high capital expenditure requirements in the energy sector.
We glean further insight into the agent reputation effect in Model 2 where we split agents into those that rank in the top ten in the league tables in the public market (Top), and those that are not in the top ten in the league tables in the public market (Not_Top). We find that both Top and Not_Top are positive and highly significant; however, the coefficient on Top is much larger in magnitude, by about two times.
It is worthwhile to put the magnitude of the coefficients into perspective. In terms of economic significance, the results indicate that for an equity financing by an average firm in our sample across all industries, the proceeds raised when no agent is involved is expected to be $0.23 million, compared to $0.11 million when a non-brokered (Non_Brk) agent is involved. For brokered agents, the economic magnitudes are considerably higher. Specifically, when a brokered agent that is not ranked in the top ten (Not_Top) is involved in the financing, the proceeds are expected to be $2.66 million, and when a brokered agent ranked in the top ten (Top) is involved in the financing, the proceeds are expected to be $20.44 million. These findings provide support for H1a and H1b that agent involvement provides a certification effect, which is strongest when financings are supported by the most reputable agents.
In Model 3 of Table 7 we find that a greater number of agents involved in the financing leads to higher total proceeds for the issuer. In particular, we find the coefficient on Ln(1+Agt) to be positive and highly statistically significant. This is consistent with Hypothesis H1c and supports the idea that having more agents in a financing increases the amount of marketing, networking and information production for the financing and for the issuing firm.
In our sample almost 90% of the financings involved three or less agents. To examine the economic significance of raising financing with a greater number of agents, we consider the proceeds of an equity financing by an average firm across all industries with zero, one, two and three agents supporting the deal. We find that for no agent involvement, expected proceeds is $0.25 million, compared to $0.61 million for one agent, $1.04 million for two agents, and $1.51 million for three agents. Therefore, increasing the number of agents substantially increases the proceeds to the issuer in dollar terms.
The determination of the number of investors
It has been shown that investment banks help attract investors, and the stronger the placement agent's networking abilities then the greater the number of investors participating in a financing (see Huang et al., 2008) . In this subsection we test H2 in a multivariate framework to determine whether financings with agent involvement and more reputable agent involvement are able to attract a greater number of investors to financings. We further examine whether having more agents in a financing also increases the number of investors participating in the financing. Table 8 reports the regression results. The dependent variable is the number of investors in the financing, and since it is a count variable, we employ a Poisson regression which explicitly incorporates the discreteness of this variable. The independent variables are the same as in Table   7 , with the addition of Ln(Proc), defined as the natural logarithm of proceeds raised. In Model 1, the coefficient on On_Lg is positive and highly significant, but the coefficient on Non_Brk and Off_Lg are insignificant. This says that agent involvement increases the number of investors in a financing only for the more reputable agents. Model 2 provides further insight into the reputation effect, which splits the agents into those that ranked in the top ten in the league tables in the public market (Top), and those that ranked below the top ten in the league tables in the public market (Not_Top). We find that the coefficients on both Top and Not_Top are positive and highly significant, but the coefficient on Top (0.46) is larger than the coefficient on Not_Top (0.40).
This suggests a stronger networking effect from more reputable agents.
In Model 3 we also examine whether having a greater number of agents involved in a financing leads to more investors participating in the financing. Our variable of interest is Ln(1+Agt), which has a positive and highly significant coefficient. This result is consistent with the idea that having more agents increases the network of investors, leading to more investors participating in the financing. In each model, we also find the coefficient on Ln(Proc) to be positive and statistically significant. If we take Ln(Proc) to be a proxy for firm size, this says that financings by larger firms attract a greater number of investors.
The determination of the number of investors and total proceeds from outside the issuer's home jurisdiction
Another aspect of certification and networking is the ability of agents to attract investors and capital from outside the issuer's home jurisdiction. We test this hypothesis in Tables 9 and   10 . In Table 9 , the dependent variable is the percent of investors from outside the issuing firm's home jurisdiction. The independent variables are the same as in Table 8 . In Model 1, we find a significantly positive coefficient on On_Lg. Therefore, brokered agents that appear in the league tables in the public market increase the percentage of investors from outside the issuer's home jurisdiction by 16.50%. This highlights an important networking benefit from recognized brokered agents. In Model 2, we document an even stronger networking effect from the most reputable agents. In particular, the coefficients on both Not_Top and Top are positive and highly significant, but the coefficient on Top is more than three times larger than the coefficient on
Not_Top. This suggests that the most reputable agents can increase the percentage of outside investors by 41.74%, which provides evidence that the most reputable agents access a greater network of investors from outside the issuer's home jurisdiction.
In Model 3 of Table 9 we test whether having more agents in a financing also attracts a greater number of investors from outside the issuer's home jurisdiction. The independent variable of interest is Ln(1+Agt), and we find that it has a positive and highly significant coefficient, consistent with more agents providing a greater network of investors.
In Table 10 , the dependent variable is the percent of proceeds raised outside the issuing firm's home jurisdiction. Employing the same independent variables from above, we find strong evidence that more reputable agent involvement leads to a larger percent of proceeds raised from outside the issuer's home jurisdiction. Specifically, in Model 1 we find the coefficient on On_Lg to be positive and statistically significant, while the coefficients on Off_Lg and Non_Brk are insignificant. Since On_Lg represents agents that are active in the public market, this suggests that larger and more reputable agents can help raise 17.99% more capital from outside the issuer's home jurisdiction than when no agent is involved. Further insight is provided in Model 2 where agents are split into those that rank in the top ten in the league tables in the public market (Top) and those that rank below the top ten in the league tables in the public market (Not_Top).
We find that both variables are positive and statistically significant, but the coefficient on Top is about twice as large as the coefficient on Not_Top, consistent with more reputable agents attracting 30.31% more in proceeds from outside the issuer's home jurisdiction than when no agent is involved.
Lastly, in Model 3 we test whether having more agents in a financing leads to a greater percentage of proceeds being raised from outside the issuing firm's home jurisdiction. The independent variable of interest is Ln(1+Agt), which is positive and statistically significant. This is consistent with a greater number of agents attracting a greater percentage of proceeds from outside the issuer's home jurisdiction.
The determination of the type of investor
Up to this point we have shown that brokered agents provide issuing firms access to greater total proceeds, a greater number of investors, and access to a higher percentage of investors and proceeds from outside the issuing firm's home jurisdiction. Moreover, this effect is strongest when the agent is of a higher reputation. In this subsection we examine whether agents are able to attract a better clientele of investors.
In our analysis, we define institutional investors as higher quality than individual investors, and we further define Accredited or Sophisticated investors as higher quality than Relationship investors and investors based on other exemptions from registration requirements.
We first report probit regressions where the dependent variable equals one if the investor is an Institutional investor, and zero otherwise. The results are found in Models 1 and 2 of Table   11 . In Model 1 we find the coefficients on Off_Lg and On_Lg to be positive and statistically significant, implying that brokered agents that are registered with the securities regulator attract more institutional investors than individual investors. Interestingly, the coefficient on On_Lg is smaller than the coefficient on Off_Lg, suggesting that agents that are active in the public markets do not necessarily attract as many institutional investors as agents that are not as active in the public markets. This could be due to the presence of specialized regional brokerage firms or large international brokerage firms in the private market, or it could be because we are not disentangling the reputation effect. Model 2 provides further insight, where we split the brokers that appear in the league tables into those that appear in the top ten and those that do not appear in the top ten. We find that the top ten brokers (Top) attract a significantly higher amount of institutional investors, implying that the most reputable agents attract a higher quality clientele of investors.
In Models 3 and 4 the dependent variable equals one if the investor is an Accredited or Sophisticated investor that is also an institutional investor, and zero otherwise. Presumably, these are the highest quality investors in our sample. In Model 3 the coefficients on Off_Lg and On_Lg are positive and statistically significant, suggesting again that agents registered with the securities regulator attract higher quality investors. However, as indicated by the smaller coefficient on On_Lg than the coefficient on Off_Lg, we do not find that brokered agents that are active in the public market necessarily attract higher quality investors than brokered agents that are not active in the public markets. We gain more insight in Model 4 where we refine the reputation measure. We find that Not_Top and Top are both positive and statistically significant, but comparing coefficients, Top is about twice as large as the coefficient on Not_Top. This again says that the most reputable agents attract the highest quality investors.
Finally, in each of the models, we find the coefficient on Home_Jurisdiction to be significantly negative. This implies that more of the higher quality investors are from outside the issuer's home jurisdiction. We also find the coefficient on Warnt to be significantly negative in each of the models suggesting that higher quality investors are less attracted to financings with warrants attached.
Overall, these results are consistent with H3a and H3b. Agent involvement attracts higher quality investors than financings in which there is no agent involvement, and this effect is stronger when more reputable agents are involved in financings.
The determination of agent fees
The preceding sections show that higher quality agents provide value to issuing firms by raising more capital, increasing the number of investors, attracting a greater percent of investors and capital from outside the issuing firm's home jurisdiction, and attracting higher quality investors. Given these benefits to the issuer, it is interesting to examine whether issuers are paying more in fees for these benefits. Therefore, in this subsection we examine whether more reputable agents charge higher fees for their services.
We first present the relationship between the size of the financing (Ln(Proc)) and agent fees in a scatter diagram in Figure 3 . The figure does not suggest any non-linearity in the agent commission data; however, we do find evidence that larger financings have slightly lower percentage fees. This result supports an economies of scale effect in fees that has been documented in the previous literature on SEOs (e.g., Booth and Smith, 1986; Eckbo and Masulis, 1992) . We therefore control for Ln(Proc) in the multivariate regression analysis. Table 12 reports OLS regression results where the dependent variable is the total fees paid to the agent in the form of cash commissions and/or issuer securities as a percentage of the total proceeds.
Models 1 and 2 of
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The independent variables are the same as above with the addition of Share_Commission, which is a dummy variable equal to one if the compensation to the agent includes shares of the issuer, and zero otherwise; and Warrant_Commission, which is a dummy variable equal to one if the compensation to the agent includes warrants, and zero otherwise. Since there are no commissions if no agent is involved in the financing, our analysis is restricted to the subsample of 78 financings with agent involvement.
In Model 1 there appears to be no evidence that modestly reputable agents are able to charge higher fees. The coefficients on both Off_Lg and On_Lg are insignificant. However, when we refine our reputation measure in Model 2, we find that the top ten agents do in fact charge higher fees. Specifically, the coefficient on Top is positive and highly statistically significant.
The regression results suggest that for a $10 million financing, a top ten broker would be able to charge agent fees that are $0.371 million higher than those of a non-brokered agent. This suggests that the most reputable agents are able to charge higher fees for the higher quality service they provide to the issuer, providing support for H4a. We also find the coefficient on Ln(Proc) to be significantly negative in Model 2, which is consistent with an economies of scale effect in fees. In both models, there is some evidence that a firm has to pay a higher fee if some portion of the compensation is in the form of the issuer's securities. This may indicate that agents demand a higher percentage fee when risky issuer securities are included as a portion of the compensation. 
Additional Robustness Checks
The discussion up to this point has not dealt with a possible endogeneity between our independent variables of interest involving agent involvement and our dependent variables. In the public markets, it has been shown that higher quality firms are associated with more reputable agents (e.g., Dai et al., 2010) , and it is plausible that this relationship also holds in the private market. Therefore, to mitigate a possible self-selection bias we repeat the multivariate analyses in this paper on a sub-sample of 40 financings, involving nine firms that completed financings both with and without agent involvement.
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Since our sample period is only four months, we expect that firm quality remains constant during this period, providing unbiased coefficient estimates.
The sub-sample results are consistent with the full sample results. In unreported results we first find that agent involvement is associated with significantly higher proceeds and attracts significantly more investors to financings, with the effects being strongest for the highest quality agents. We also find that a greater number of agents leads to significantly higher proceeds and attracts significantly more investors to financings. Second, we find that higher reputation agents are able to attract significantly more investors and capital from outside the issuer's home jurisdiction. Finally, we find that the most reputable agents receive significantly higher fees than less reputable agents. This provides stronger support for Hypothesis H4a, that more reputable agents are able to charge higher fees than less reputable agents due to the higher quality service provided, than Hypothesis H4b. Overall, these results are consistent with each of our hypotheses.
We provide a further robustness check by considering alternative specifications of the dependent variables that are in percentage form. Kieschnick and McCullough (2003) suggest using a parametric regression model based on the beta distribution specifically when the dependent variable is a percentage, proportion, or fraction. We apply this specification to the regressions examining the percentage of investors and capital from outside the issuer's home jurisdiction (Tables 9 and 10 ) and also to regressions examining agent fees (Table 12) . Our results remain unchanged using this alternative specification.
Finally, we also examine the compensation regression on the 62 agent supported financings in which securities are not accepted as part of the agent's compensation. The results with this restricted set of agent financings are consistent with the earlier reported results.
Conclusions
This paper examines the role of agents in the private financing market using a unique sample of exempt equity filings from the Alberta Securities Commission in Canada. Since over half of the financings involve non-Alberta firms, it is believed that the results of this study have implications for other Canadian jurisdictions and for other countries which have a similar exempt market regulatory framework.
We document that there are a large number of agents involved in the private market. In particular, 78 out of 226 financings are completed with agent support. While there are different types of agents operating in this market, a large number are major investment dealers from Canada, the U.S. and internationally. Therefore, investment dealers are active participants in the private market, building early relationships with private firms.
The results of this paper strongly support a certification and networking role of agents in the private marketplace. First, we find that agent involvement in private financings significantly increases the total proceeds to issuing firms. Second, we find that financings involving agents significantly increase the number of investors in a financing. Third, we show that brokered agents attract significantly more investors and investment capital from outside the issuing firm's home jurisdiction. The above results are further shown to be strongest among the most reputable agents.
We also show that the investors in the private marketplace are a non-homogenous set, and include both individuals and institutions of varying degrees of sophistication. We examine the distribution of investors by the type of agent and find significant differences in the ability of agents to appeal to the various types of investors, with more reputable agents demonstrating an ability to attract a larger percentage of higher quality investors (i.e., more sophisticated institutional investors).
Lastly, we examine agent fees in the private market to identify whether agents are being compensated for the superior service they provide. We find that the most reputable agents are able to charge significantly higher fees than non-registered agents, consistent with the notion that issuing firms are willing to pay a higher fee for the services provided by higher reputation agents.
Therefore, the empirical results of this paper provide strong support for both the certification and networking role of agents in the private marketplace. Further, these benefits are shown to be much more pronounced in private financings than public financings. 
Figure 2: Histogram of total compensation (cash and shares) for all 78 agent supported financings
This histogram provides a distribution of the total compensation divided by total proceeds for all agent supported financings. Total compensation includes any cash received along with any shares valued at the issue price. The horizontal axis indicates the total compensation paid to the agent as a percentage of gross proceeds. The vertical axis is the percentage of the financings that received this level of compensation. The mean value of total compensation was 7.40% and was affected by one large positive outlier that involved only shares as compensation. The median value was 5.88%.
Figure 3: Scatter Diagram Relating Gross Proceeds of Financing and Agent Compensation
This scatter diagram shows the relationship between the size of the financing and the total agent compensation for the 78 agent supported private market financings reported to the Alberta Securities Commission between April and July 2006. The size of the financing is measured as the natural logarithm of the total proceeds of the financing in thousands of dollars. The agent compensation is measured as the total dollar compensation received in the form of cash and/or securities divided by the total proceeds of the financing. The agent compensation values have been winsorized at the 1% and the 99 level. Off_Lg is a dummy variable equal to one if the agent involved in the financing is a registered broker that does not appear in the league tables of financings in the public market, and zero otherwise. On_Lg is a dummy variable equal to one if the agent involved in the financing is a registered broker that appears in the league tables of financings in the public market. Not_Top is a dummy variable equal to one if the agent involved in the financing is a registered broker that does not appear in the top ten in the league tables of financings in the public market, and zero otherwise (this includes both Off_Lg and Bottom). Top is a dummy variable equal to one if the agent involved in the financing is a registered broker that appears in the top ten in the league tables of financings in the public market, and zero otherwise. Ln (1+Agt) is the natural logarithm of 1 plus the number of agents involved in the financing.
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